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The economist Edward Castronova realȬ
£ȱȱȱȱȬ ȱǰȱȬ
ple were creating new economies that were 
as good as real to millions of  participants.  H is 
studies eventually drove him to write an enȬ
tire book about the subj ect, ȱ¢ȱǱȱ
T h e  B u s i n e s s  a n d  Cu l t u r e  of  On l i n e  Ga me s ,  pubȬ
lished in 2005.  
The growth of  online games,  f rom the 
N o.  1 Wor l d  of  Wa r c r a f t ȱȱȱȂȱȬ
ended  virtual  world,   S e c on d   L i f e ,   has  hapȬ
pened even f aster than he predicted in his 
book.
In 2005,  Castronova f ound that,  on averȬ
age,  a typical person spending a typical hour 
in  Everquest  produces  goods  and  servicȬ
es roughly equivalent to the value of  goods 
and services produced by a typical Bulgarian 
spending a typical hour in Bulgaria.  
 ȱȱ Ȭȱ¢ȱȱ ȱ
that online gaming in virtual worlds also has 
a total economic impact j ust as big as some 
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real  countries,  although  smaller  ones  than 
Bulgaria
Many  economists  thought  that  virtuȬ
al economy it was a fake economy. But latȬ
ȱ¢ȱȱȱȱ¢ȱȂȱȱȱ
at all when they saw how it connected to the 
real economy. A s you can see clearly in Sec-
ond Life with its translation of Linden dollars 
into real dollars, and then you imagine how 
big this phenomenon could get, it started to 
ȱȬ ȱȱ Ȭ
tions. In economy, there is no difference beȬ
tween reality and fantasy.
ȱȱȱȱŗşŞśǰȱȱȂȱ
¢ȱȱȱȱȱ¢ǯȱȂȱȱ
another  way  that  you  talk  to  people.  This 
business of having characters and buying and 
ȱȱȱȱȱȂȱ¢ȱǯ
These products like Second Life, and the 
way that World of Warcraft broke out, have 
just shocked the hell out of me. I thought the 
big impact might take until maybe 2010. 
The philosophy of Virtual W orld EconoȬ
my is that ownership and the ability to liquiȬ
date the value of your virtual holdings, would 
in theory spark economic development. If you 
let people capture the value of what they creȬ
ǰȱ¢Ȃȱȱȱȱȱȱǯ
The  economy  is  everywhere.  Its  laws 
ȱȱȱȱȱȱȂȱ¡Ȭ
ist, which are inhabited by people that are not 
real. It is what has happened in several onȬ
line games like W orld of W arcraft, Hattrick 
or Second Life that have suffered diverse ecoȬ
nomic  problems  with  monetary  losses  that 
impact the real world sometimes.
ȱȱȱȱȱȱȬ
playing game where the player participates 
in a fantastic universe similar to The Lord of 
the Rings. It has more than 10 million regisȬ
tered users, according to the programming 
¢ȱǻ££Ǽǯȱȱȱȱȱȱ
in A sia. In fact, the problem came from A sia:  
in this game, the most valuable currency is 
the gold, very difficult of getting, and for that 
reason, some people and companies decided 
to make business, mainly in China. They got 
gold during 24 hours a day, then they sold 
ȱȱȱȱȱ ȱȂȱ ȱȱȱ
it by themselves. The transaction was carried 
out to exchange gold for real money in aucȬ
tions websites like Ebay ( for example, if you 
want to buy 5000 gold coins, then you need 
about 150 Euros) . This way, a scarce thing beȬ
gan to be plentiful, the gold was devaluated 
and the inflation was caused by this. In this 
game, the cost of living was radically inȬ
ǯȱȱȱǰȱȱ¢ȱȱ
the accounts of 114000 people who were makȬ
ing money by this method.
Something  very  similar  happened  in 
ȱȱǱȱȃȱ¢ȱȄǯȱȱ
owner  closed  more  than  4000  accounts    of 
players who exchanged virtual assets for real 
money. This situation also caused inflation. 
The action of the programmers was definiȬ
tive. They reduced the money flow by elimiȬ
nating several millions in order to decrease 
prices:  the European Central Bank dream.
Some virtual worlds have a surprising 
similarity with reality. Second Life has cases 
of real estate speculation and financial crisis. 
This game uses the linden dollars as currenȬ
cy to buy properties and virtual objects. It is 
possible to exchange them for real money in 
a market implemented by Linden Lab ( a proȬ
grammer) . In this market, a dollar is equal to 
about 250 lindens. The business opportuniȬ
ties are always present:  there is a story about 
a  Chinese  woman  ( her  nickname  is A nshe 
Chung)  who appeared on Business W eek covȬ
er. She won $250000 when she sold lands 
where she built hotels and apartments.41 Economy
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ȱȱǰȱȱȬ ȱȱ
has emerged around virtual assets. Estimates 
¢ȱ ¢ǰȱȱȱ¢ȱȱȱ Ȭ
 ȱȬ¢ȱȱȱȱȱȱ
more than $2 billion, most of which changes 
hands in South Korea and China.
Some virtual currencies are used to buy 
property, tools and other assets in virtual reȬ
ality worlds, such as Second Life. Most, howȬ
ever, have been designed to reward gamers 
and allow them to upgrade their play. Even 
though  many  game  publishers  technically 
forbid trading their online currencies for real 
money,  gamers  dubbed  gold  farmers  try 
to make money by winning online assets and 
selling them for cash to less successful playȬ
ers.
Economists say virtual currencies work 
like any other currencies, so long as people 
trust the institutions behind them. The U .S. 
dollar, which lost its gold backing in 1971, 
survives because people trust the U .S. govȬ
ernment.
Virtual Worlds   F iction or RealityȂǰȱȬ
es on the impact of virtual worlds on differȬ
ent generations, and asks how this world of 
immediate access, limitless social skills and 
unrestrained behaviour influence our moral 
framework.
All this fretting over artificial environȬ
ment mores is a sign that virtual worlds are 
gradually being accepted as extensions of the 
real world.  The social and economic evoluȬ
tion of these worlds raises challenging quesȬ
tions about their governance;  in particular, 
how they can be developed in a sustainable 
and desirable fashion as both economies and 
communities.
Virtual Worlds Serve As 
Economic Laboratories
One problem that economists face is the 
 ȱȱȱȱȱȂȱȱȬ
tionally, potentially undermining many baȬ
sic theories. It would be nice if economic theȬ
ories could be tested in a lab setting. While 
there is a burgeoning field of behavioral ecoȬ
nomics, tests are costly and difficult to carry 
out. Professor Edward Castronova has made 
a career studying the economics of virtual 
words,  MMORPGS like U ltima Online and 
Everquest.  He  has  made  some  interesting 
insights by looking at how players react unȬ
ȱȱȱǯȱȱ¡ Ȭ
ple, in worlds with little scarcity, people are 
bored. When too many players want to be a 
 £ȱǻȱ¢ȱǼǰȱȱ¢ȱȱ
that  profession  decreases.  Neither  of  these 
ȱȱȱ ȱ¢Ȃȱ¡ȱȱȱ
real  world,  though  therein  lies  the  allure. 
Theoretically, these worlds could act as labs 
to test economic models, like socialism, the 
third way, or a flat tax scheme. As the games 
get more advanced, perhaps they could be 
used  to  study  more  complex  concepts  like 
£ǰȱȱǰȱȱȬ
payer  healthcare.  The  experience  of  games 
designers could help test for the unintended 
consequences of regulations, something that 
would be a help in public policy. While econȬ
omists like to call their field a science, some 
ȱȱȱȱȱȱȱȱȬȱ
model of the universe. Having more of them 
do labwork, like other scientists, could go a 
long way in making economics less dismal.42 Economy
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Virtual economy
A virtual economy (or sometimes syn-
thetic economy) is an emergent economy exȬ
isting in a virtual persistent world, usually in 
the context of an Internet game. People enter 
these virtual economies recreationally rather 
than by necessity; however, some people do 
interact with them for real economic benȬ
efit.
Virtual economies are observed in masȬ
¢ȱȱ¢ȱȱȬ¢ȱȱ
(MMORPGs). The largest virtual economies 
are  currently  found  in  MMORPGs.  Virtual 
economies also exist in life simulation games 
which may have taken the most radical steps 
toward linking a virtual economy with the 
real  world.  This  can  be  seen,  for  example, 
ȱȱȂȱȱȱȱ
¢ȱȱȱȱȱȃȬ Ȅȱ
¢ȱǰȱȱȱ£Ȭȱ¢ȱȱ
the buying and selling of Linden D ollars (the 
 Ȃȱȱ¢Ǽȱȱȱ¢ȱȱ
third party websites. Virtual economies can 
ȱ¡ȱȱ Ȭȱȱȱ
 ȱȃȄȱ¢ȱȱȱȱȱȬ
created shops opened, or as a kind of EmerȬ
gent gameplay.
Virtual  property  can  refer  to  any  reȬ
ȱȱȱȱ¢ȱȱ ȬȬ
be, which includes virtual objects as well as 
avatars  or  user  accounts  in  their  entirety. 
The  following  characteristics  are  commonȬ
ly found in virtual property. Note however 
that it is possible for virtual property to lack 
one or more of these characteristics, and they 
should be interpreted with reasonable flexȬ
ibility.
1. Rivalry:   Possession  of  property  is 
limited to one person or a small number of 
persons.
2. Persistence:  Possession is maintained 
even when the property is not in use. Users 
expect property to remain in their possession 
between sessions. 
3. I nterconnectivity:   Property  may  afȬ
fect or be affected by other people and othȬ
er  property.  The  value  of  property  varies 
ȱȱȱȂȱ¢ȱȱȱȱȱ
creating or experiencing some effect. 
4. Secondary  markets:   Virtual  propȬ
erty  may  be  created,  traded,  bought,  and 
sold. Real assets (typically money) may be at 
stake.
5. Value added by users:  Users may enȬ
hance the value of virtual property by cusȬ
£ȱȱȱȱȱ¢ǯȱ
The existence of these conditions create 
an economic system with properties similar 
to  those  seen  in  contemporary  economies. 
Therefore, economic theory can often be used 
to study these virtual worlds.
Within the virtual worlds they inhabit, 
¢ȱȱ ȱȬȱȱȱ
be priced according to supply and demand 
ȱȱ¢ȱȱȂȱȱȱȱ
Ȃȱ¢ǯȱȱȱȱȱ
considered by most players to be an asset of 
the game, giving an extra dimension of realȬ
ity to play. In classical synthetic economies, 
ȱȱ ȱȱ¢ȱȱȬȱ
currencies.  These  currencies  are  often  sold 
for real world profit.
ȱȂȱ¢ȱ¢ȱȱ Ȭ
sults in interaction with a real economy; 
characters, spells, and items may be sold on 
online  auction  websites  like  eBay  for  real 
money. While many game developers, such 
ȱ££ȱǻȱȱȱȱǼǰȱ
prohibit the practice, it is common that goods 
and services within virtual economies will be 
sold on online auction sites and traded for 
real currencies.43 Economy
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According  to  standard  conceptions  of 
economic  value,  the  goods  and  services  of 
virtual  economies  do  have  a  demonstrable 
value. Since players of these games are willȬ
ing to substitute real economic resources of 
time and money (monthly fees) in exchange 
for these resources, by definition they have 
demonstrated utility to the user.
Some virtual world developers officially 
ȱȱȱȱ¢ȱȱȬ ȱ
¢ǯȱȱȱȱȱȱ
ȱȱȱȱȱ ȱǻȱǼȱȬ
money trading subjects the virtual economy 
to laws relating to the real economy. Some arȬ
ȱȱȱ ȱȬȱȱȱȱ Ȭ
etary values makes these games, essentially, 
gambling venues, which would be subject to 
legal regulation as such. Another issue is the 
ȱȱ¡ȱȱ¢ȱ¢ȱȱȬȱ
items are seen as having real value. If (for exȬ
ample) a magic sword is considered to have 
Ȭ ȱǰȱȱ¢ȱ ȱȱȱ Ȭ
ful monster to earn such a sword could find 
himself being charged tax on the value of the 
 ǰȱȱ ȱȱȱȱȱȃ£ȱ Ȭ
ning. This would make it impossible for any 
¢ȱȱȱȱȱȱȱȱȬ
money trading.
A third issue is the involvement of the 
 Ȃȱȱȱȱȱȱ
such  transactions.  Since  a  developer  may 
change  the  virtual  world  any  time,  ban  a 
player, delete items, or even simply take the 
world down never to return, the issue of their 
responsibility in the case where real money 
investments are lost through items being lost 
or becoming inaccessible is significant. RichȬ
ard Bartle argued that this aspect negates the 
whole idea of ownership in virtual worlds , 
and thus in the absence of real ownership no 
real trade may occur. Some developers have 
acted deliberately to delete items that have 
ȱȱȱ¢ǰȱȱȱȱ¢ȱ
ǰȱ ȱȱȱȱ ȱȱȱȱȱ
ȱȱȱȱȬȱ Ȭ
¢ȱȱȬ ȱ¢ǯȱȱ Ȭ
tual markets may represent a growth area, 
it is unclear to what extent they can scale to 
supporting large numbers of businesses, due 
to the inherent substitutability of goods on 
these markets plus the lack of factors such 
as location to dispense demand. In spite of 
numerous famed examples of the economic 
growth of Second Life an amateur analyst in 
2008 estimated the income inequity in Second 
Ȃȱ¢ȱȱ ȱȱȱȱȱ
recorded in any real economy. However, it is 
not clear if application of these real measures 
is appropriate to a virtual world where (for 
example) income is not necessary to survive.
Tools for the comparison of this secondȬ
ary market have recently become more nuȬ
merous. This has occurred as a response to 
alleviate the labor involved in leveling that reȬ
quires hours, days or weeks to achieve. Being 
able to exchange real money for virtual curȬ
rency provides the player purchasing power 
for virtual commodities. As such, players are 
guaranteed  opportunities,  increased  skills 
and a fine reputation, which is a definite adȬ
vantage over others.
Capital in Virtual Economies
In these virtual economies, the value of 
Ȭȱȱȱ¢ȱȱȱȱ
Ȭȱ ȱ¢ȱȱȱȱ ǯȱ
This power allows the user, usually, to acȬ
quire more rare and valuable items. In this 
ǰȱȬȱȱȱȱȱ Ȭ
able objects but can play the role of capital.44 Economy
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Players  also  acquire  human  capital  as 
they become more powerful. Powerful guilds 
often recruit powerful players so that player 
can acquire better items which can only be 
acquired  by  the  cooperation  among  many 
players (sometimes to the hundreds).
A massively multiplayer online game
(also called M M OG or simply M M O) is a 
video game which is capable of supporting 
hundreds  or  thousands  of  players  simultaȬ
neously. By necessity, they are played on the 
Internet, and feature at least one persistent 
world.  They  are,  however,  not  necessarily 
games played on general purpose computers; 
ȱȱȱ ȱȱȱǻ¡ȱřŜŖǰȱ
PSP, PS3, Wii, DS, etc.) can access the interȬ
net, and thus can have MMO genre games.
MMOGs can enable players to cooperȬ
ate and compete with each other on a grand 
scale,  and  sometimes  to  interact  meaningȬ
fully with people around the world. They inȬ
clude a variety of gameplay types, representȬ
ing many video game genres. Many MMOGs 
require  players  to  invest  large  amounts  of 
their time into the game. Most MMOGs reȬ
quire a monthly subscription fee, but some 
can be played for free.
Virtual economies
Within a majority of the MMOs creatȬ
ed, there is virtual currency where the player 
can earn and accumulate money. The uses for 
such virtual currency are numerous and vary 
from game to game. The virtual economies 
created  within  MMOs  often  blur  the  lines 
between real and virtual worlds. The result 
is often seen as an unwanted interaction beȬ
tween the real and virtual economies by the 
players and the provider of the virtual world. 
This practice (economy interaction) is mostȬ
ly seen in this genre of games. The two seem 
to come hand in hand with even the earliest 
MMOGs such as Ultima Online having this 
kind of trade, real money for virtual things.
The  importance  of  having  a  working 
virtual economy within an MMOG is increasȬ
ing as they develop. A sign of this is CCP 
	ȱȱȱȱȬȱȱȱ
ȱ	ȱȱȱȱȱȱ¢£ȱ
the virtual economy and production within 
this game.
The results of this interaction between 
the  virtual  economy,  and  our  real  econoȬ
my, which is really the interaction between 
the company that created the game and the 
Ȭ¢ȱȱȱ ȱȱȱȱ
the profits and success of the game. This batȬ
tle between companies is defended on both 
sides.  The  company  originating  the  game 
and the intellectual property argue that this 
is in violation of the terms and agreements of 
the game as well as copyright violation since 
they own the rights to how the online currenȬ
cy is distributed and through what channels. 
ȱȱȱȱȬ¢ȱȱȱ
their customers defend, is that they are sellȬ
ing and exchanging the time and effort put 
into the acquisition of the currency, not the 
digital information itself. They also express 
that the nature of many MMOs is that they 
require  time  commitments  not  available  to 
everyone. As a result, without external acquiȬ
sition of virtual currency, some players are 
severely limited to being able to experience 
certain aspects of the game.
The practice of acquiring large volumes 
of virtual currency for the purpose of sellȬ
ing to other individuals for tangible and real 
currency is called gold farming. Many playȬ
ers who have poured in all of their personal 45 Economy
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effort resent that there is this exchange beȬ
tween real and virtual economies since it deȬ
values their own efforts. As a result, the term 
ȁȱȂȱ ȱȱȱ¢ȱȱ Ȭ
tation within the games and their communiȬ
ties. This slander has unfortunately also exȬ
tended itself to racial profiling (since Asians 
ȱ¢ȱȱȱȱȱȬȱ
and forum insulting.
The  reaction  from  many  of  the  game 
companies varies. In games that are substanȬ
tially less popular and have a small player 
base, the enforcement of the elimination of 
ȁȱȂȱȱȱǯȱȱ
in  this  situation  most  likely  are  concerned 
with  their  personal  sales  and  subscription 
revenue over the development of their virtuȬ
al economy, as they most likely have a higher 
priority to the games viability via adequate 
funding.  Games  with  an  enormous  player 
base,  and  consequently  much  higher  sales 
and subscription income, can take more drasȬ
tic actions more often and in much larger volȬ
ǯȱ££ȱȱȱȱ  Ȭ
ly successful World of Warcraft are not afraid 
to publicly announce that tens of thousands 
of accounts have been banned due to violaȬ
tions regarding currency selling. This account 
banning could also serve as an economic gain 
for these large games, since it is highly likely 
ǰȱȱȱǰȱȱȁȱȂȱȬ
counts will be recreated with freshly bought 
copies of the game.
Tax ation of Virtual Economies 
& Regulation via On-line 
Gambling Legislation
Income from sale of virtual items is beȬ
ing considered as real revenue as players in 
ȱȱȱȱȱȬ ȱȱ
onto them: By taking any aspect of the game 
and connecting it directly to the real world, 
the games have only brought this possibility 
on themselves. And as that ascribed value is 
being increasingly converted into to real dolȬ
lars, attention is now being given by those in 
taxation law and in governments.
Commentators in taxation law speculate 
that  profits  made  in  virtual  worlds  could 
be taxable even before they are withdrawn 
as dollars. The speculation seems to based 
on the observation that, as one commentator 
said, the easier it is to buy real goods with 
ȱ¢ȱǻǯǯȱȱȱȱȱ££Ǽȱ
the more likely the IRS will see exclusively 
Ȭ ȱȱȱ¡ǯȄ
This conversion has led to direct comȬ
ȱ ȱȱȬȱȱȱȱ
ȱȁȱ Ȃǯȱȱȱȱ
ȱȱȱȁ Ȃȱȱȱ
measurable for some time in real terms. This 
is why gamers and companies engaged in this 
conversion, where it is allowed under license 
from developers, are now being encouraged 
to apply for licenses under EU legislation.